Introduction
Despite increasing inclination towards market liberalization and privatization observed over the last decade, 5 the role of the States has in this period of time arguably grown in importance on some particular aspects of investment. Notably investments from emerging economies increased, a large proportion of which was executed by State-owned enterprises (SOEs) and sovereign wealth funds (SWFs). Both forms of investments originate from State ownership and State activity, and are thus regularly referred to as investments by "state-controlled entities"
(SCEs).
Investments through SWF route is not a recent phenomenon, but is in operation for around five decades. The purpose of SWFs is to invest surplus State reserves in foreign currency to yield profits. The funds improve the liquidity of the financial markets, create long term growth and jobs and ensure stability for the companies they invest in. These responsible and reliable investors have pursued a long-term, stable policy that has certainly stood the test during the recent turmoil in the financial markets.
SOEs are particularly important in emerging and transition economies such as China, India, Vietnam, Singapore, Malaysia, Czech Republic and Russia. Many SOEs are listed among the Fortune Global 500 list. Chinese SOEs figure most frequently in this listing, making up for 24
firms. Due to the significance of FDI by Chinese SOEs, their characteristics have been received particular attention (Gugler and Boie, 2009) . Indeed, by far the largest outward investments by Chinese MNEs are made by SOEs, and all investment projects follow a scheme that ensures that they are strictly in line with government policies. The motivations of Chinese firms to internationalize and the government interest in this effort are to large extent aligned and institutionally intertwined.
The current paper attempts to analyse the trends in SWF investment and the main obstacles they face with. In particular, the analysis focus on the major potential challenges for Indian SWF, in case they come to existence. The analysis is arranged along the following lines.
First the global SWF experience is reviewed, followed by the possibility of creating an Indian
SWFs. The subsequent analysis intends to identify the main regulations in the EU and the US market that Indian SWFs might face. These regulations might function as potential obstacles in 5 The recent economic crisis is however underlining the role to be played by the national Governments in no uncertain terms.
the sense that they incorporate conditions for any investment to enter their domestic markets. The analysis will then focus on the multilateral (IMF) guidelines on SWFs 6 , which apparently again might be perceived as an obstacle. However complying with these multilateral rules could be advantageous for Indian SWFs, if these regulations help them to avoid the EU and US obstacles to investment. On the basis of the analyses with respect to legal perspective, the policy conclusions on Indian investment strategies are drawn.
Trends in Sovereign Investments in the world
SWFs can be defined as pools of investment capital (whatever may be the legal form of the SWF: private or public) controlled by a government or central bank and invested in economic activities in other countries. The source of this capital is foreign exchange reserves, which all governments keep (typically in widely traded currencies such as the dollar, euro, or yen). When there is a surplus current account balance those reserves can be put into an investment fund and used to increase national wealth or diversify sources of revenue. The IMF principles detailed below are not regulations in the strict sense of the term but rather they offer guidelines covering governance, accountability, transparency, and conduct of investments for SWFs.
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It should be borne in mind that SWFs usually lack structures that are transparent and management processes that are domestically and internationally accountable. They work in an opaque way. SWFs do not publish statistics on their composition and size or their investments and strategies. Another concern is that management of SWFS may be motivated by "nationalistic considerations" and not only made in search of investment opportunities that yield optimal risk-adjusted rates of return as suggested by classical economic theories (Chaisse and Gugler, 2010 (Preqin , 2010: p. 190 ).
Because of the financial crisis, the US market remains an attractive option for the emerging economy SWFs (especially China), which is a matter of concern there, the most prominent being the fear of foreign government investment for the wrong reasons (threatening national security). The concerns expressed in the US are known and shared by the EU. Owing to the geographic proximity, however, Europeans are perhaps more concerned about Russia. This explains to some extent the different perceptions on the two sides of the Atlantic and the differences in terms of regulatory approach.
Four issues are generally important in relation with SWFs. First, the role of investing governments is often called into question. Second, the lack of transparency of SWFs is another area of concern. Third, the alleged political motivations behind SWF operations constitute a major debate. Finally from a political economic standpoint, there is certainly a difficulty in developed countries in accepting a shift in the balance of power in the world economy to new emerging market giants (Lyons, 2008 The details can be obtained from http://www.globalinsight.com/ (last accessed on March 8, 2009).
TOWARDS AN INDIAN SWF ?
The idea of an Indian SWF was not conceivable in the eighties or the nineties, owing to the relatively low level of overall foreign exchange reserve (FER) of the country and the consistent adverse current account balance during that period. The overall level of FER was quite low and fluctuating in the eighties. Owing to this reason, investment outflow was never actively encouraged. The situation reached a particular low in 1989-90 with an FER of USD 3962 Million.
FER scenario improved to some extent with increase in gold reserves next year, but the foreign currency asset holding declined, which offset the effect partially. The transition towards an outward-oriented economic policy was adopted subsequently, resulting to increase in FERs, but with a simultaneous decline in India's Special Drawing Rights (SDRs) reserves since then.
India's FER scenario is shown below with the help of Figure 1 . In the new millennium, the Reserve Bank of India (RBI) undertook a number of steps for increasing the flow of private outward investments in order to maintain macroeconomic stability, which helped the Indian corporate houses significantly (WIR, 2007) .
10 Although the recent global financial crisis started with the busting of housing bubble in US, US financial markets continue to be of crucial importance to the rest of the world: More than $4 trillion of reserves are held in US currency. With global financial crisis, there is a 'flight to safety' and investors all over the world are buying US treasury bills even at near zero interest rates. Economists argue that a lack of financial development at home makes foreigners keener to invest in America. What attracts them is the size, liquidity, efficiency and transparency of its financial markets compared with what is on offer in their domestic markets. Africa Petroleum Corp (GAPCO), which owned and operated large storage facilities and a retail distribution network in several East African countries (IBR, 2007) . In Latin America, Venezuela's State-owned oil company PDVSA has recently entered into an agreement with an Indian oil company (Duarte, 2006) . Moves to acquire stakes in the retail businesses of BP, Europe's largest oil company in Malaysia and Singapore has also been considered (Rai, 2004) .
Apart from the private sector, the State-supported public sector has also played a key role in ensuring investment in energy sector. The Indian Oil-Oil India combine recently procured three onshore oil blocks in Libya, in addition to the two blocks they already were operating in (ET, 2007) . Oil and Natural Gas Commission (ONGC) Videsh Ltd (OVL) has won an oil block in Colombia through auction as part of a consortium (Pandey, 2008) . The presence of Indian firms in Africa is also to be noted, as ONGC (24 percent stake) with Malaysian state oil firm Petronas (68 percent stake) got a $400 million agreement to develop Thar Jath oil fields in Sudan for to an initial capacity of 80,000 barrels per day (FE, 2005) .
One interesting feature has been the initial competition between China and India on oil exploration in Africa and Central Asia. China National Petroleum Corp. (CNPC) at one point purchased oilfields in Kazakhstan, Ecuador and Nigeria, where ONGC was also interested in getting into (CD, 2006) . However cooperation between the two sides was noticed subsequently as in December 2005 companies from the two countries successfully bought the Al-Furat oilfields in Syria. Later the two countries attempted to finalize modalities of future cooperation between OVL and the CNPC, which may pave the way for joint biddings in future (Varadarajan, 2006) .
The presence of SWFs may come beneficial in that scenario.
Pros and cons
India over the last few years have witnessed a stable macroeconomic regime until the recent global economic downturn and its growth scenario has been comparable only with China over this period. It is observed from the Economic Survey ( examine whether India has "too much" reserve buildup and hence 'surplus' reserves. One of the measure of India's susceptibility to currency crisis is the ratio of reserves to short-term external debt. According to the so-called Greenspan-Guidotti rule 13 , the critical value of this ratio is one, with a value below one signaling danger. The rationale is that countries should have enough reserves to overcome a massive withdrawal of short term foreign capital.
The second indicator of reserve adequacy is the ratio of reserves to M3 or broad money.
This ratio is especially relevant for countries like India that are a haven for 'hot money' investment by large foreign institutional investors and hence are subject to a major risk of capital flight. The higher the ratio, the greater is the confidence of the general public in the value of the local currency and hence the lower the risk of capital flight from the country. Park and Estrada The rule is named after Pablo Guidotti -Argentine former deputy minister of finance -and Alan Greenspan -former chairman of the Federal Reserve Board of the United States. Guidotti first stated the rule in a G-33 seminar in 1999, while Greenspan widely publicized it in a speech at the World Bank. Guzman Calafell and Padilla del Bosque found that the ratio of reserves to external debt is a relevant predictor of an external crisis, available at http://en.wikipedia.org/wiki/Guidotti-Greenspan_rule (last accessed on May 20, 2010).
Greenspan-Guidotti test of reserve adequacy as the ratio of reserves to short-term external debt exceeding one in all the years since 1991-92. has recently mentioned during a speech in Washington that India is indeed interested in creating a variant of SWF in coming future. It is expected that the SWF would function as a reserve investment corporation, and try to earn higher returns through diversifying into equity investments rather than lower risk investments such as treasury bonds (Linaburg, 2008) .
However, the justification of India's recent inclination towards SWFs has been questioned by a section of professionals and economists. One major cost of reserve accumulation is that it is inflationary. When the RBI 'issues' domestic currency to purchase foreign currency, it increases the monetary base, which in turn leads to inflation. Although RBI use sterilization mechanism to neutralize such inflationary effect through open market sale of bonds, it puts pressure on interest rate and hence on Government's fiscal prudence.
It is argued that India's achievements in terms of infrastructure, education, basic health care etc. are still innocuous as compared to China and other economies currently having SWFs.
Moreover, the country possess a limited natural resource endowment and the current account deficit is quite high. In these circumstances, returns on well-picked domestic investments should ADB (2008) has noted that in the traditional SWFs, countries like Norway and the Gulf states have mostly invested their oil export revenues through the fund. On the other hand, the newly created SWFs in Asia (e.g. -China and Singapore) are mostly relying on conventional current account surpluses derived from non-resource exports for investment (Park, 2008) . Given the fact that India's current account balance is worsening for the last couple of years, it could be noted that Indian SWF would not belong to either group. On the other hand, the increase in India's FER has been caused by speculative capital inflows on the capital account. Hence, it is argued that the amount needs to be considered as 'liabilities' created by sound domestic macro conditions and global liquidity boom and not a 'sovereign wealth'. In other words, the reserve is very much exposed to potential sudden outflows by foreign investors and any decision should be taken keeping this perspective into account (Bykere, 2008) .
Apart form the economic criticisms, the possibility of the existence of SWF should also be understood in terms of the political scenario in India. The experience of Capital Account Convertibility (CAC) should be taken as a parallel here. The Tarapore Committee report on CAC in 1997 recommended introduction of CAC in India. However, the Southeast Asian crisis delayed the same. A decade after the debate on introduction of CAC was initiated by the Prime Minister of India, but the required policy change was not witnessed (Hindu, 2006) . It is to be noted that the previously elected coalition Government was then receiving support from conservative Left parties. After completion of the recently concluded general election in 2009, the new government is not dependent on the left parties for support, and is in a better position to negotiate new financial policies. Hence, the idea of creating an Indian SWF may eventually materialize in coming days.
Possible characteristics of the Indian SWF
Given the fact that the policymakers have expressed their willingness to realize an Indian SWF in recent years, three issues needs to be taken into account to understand the coverage and depth of a potential SWF in the future. The first issue would be the potential size of such an SWF; second, the investment strategies to be adopted by the SWF; and finally, the management pattern of the newly created SWF.
The first and foremost question in this subject is to determine the size of the proposed Indian SWF. It is revealed from the reactions of the policymakers at various points of time that the Government is considering creation of a SWF with an initial corpus of US $ 5 billion.
However any final decision on that front is yet to be arrived at (SIB, 2008) . Given the fact that currently India's FER is about to touch 200 billion, the figure may look meagre in that comparison in isolation. However, it needs to be borne in mind that barely a decade back, India's FER was around US $ 26 billion and in 2002-03, the same was around 75 billion. The spectacular growth in the FER has been witnessed only in the recent period fuelled by capital inflow. In that perspective, India should perhaps start with a modest initial SWF operation of US $ 5 billion and contemplate over the optimal size of it's SWF a few years after the same is operational, based on practical experience (i.e., risk uncertainty and the size of returns).
It is generally argued that SWFs intend to manage non-commodity based assets to increase returns on reserves. However, their investment decisions should be based on commercial considerations and not on geo-strategic reasons. Looking at India's current outward investment trends, it could be ascertained that its SWF investment strategies might keep two considerations in mind: one, increased returns on reserves and two, ensuring energy security. Given the oil price trends in recent period, perhaps the two may not be completely uncorrelated from an Indian It is to be noted that the RBI has welcomed the idea of setting up of a SWF but is not keen to manage it. The argument is that the existing RBI mandate to perform as a Central Bank might refrain it from successfully managing the SWF type operation. It has recently suggested to the Parliamentary Standing Committee on Finance that a dedicated and independent entity set up by an act of Parliament instead would be the best forum to do so (Choudhury, 2008) .
Given these circumstances, perhaps the best way of managing Indian SWF would be to follow the RBI recommendation, and the independent entity created for this purpose should be benefited from the experience of both IIFC and RBI. There should be executives from both IIFC and RBI present in the managerial board of the Indian SWF. The newly created entity should also have representatives from the Ministry of Finance and industry associations.
Conclusions
SWFs constitute an important element in the policy dimension of many countries that Complying officially with IMF guidelines should not require a lot of concessions from the Indian side. Since the Santiago principles remain quite vague and minimal, a good strategy would be to respect them and use these standards as a tool to ensure that Western countries will not create obstacles that run again the philosophy of this core of multilateral principles. 
